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THE CHOICE BETWEEN PUBLIC AND PRIVATE DEBT: A SURVEY
Jayant R. KALE and Costanza MENEGHETTIThe key insight from the seminal work by
Modigliani and Miller (1958) is that market
imperfections are necessary for financial
decisions such as the debt vs equity to
impact firm value. When firms choose debt
finance, they must also decide between
public debt (e.g., corporate bonds) and
private debt (either bank or non-bank).
While there are excellent articles that
summarise the research on the various
aspects of the choice between equity and
debt financing, to the best of our
knowledge, this paper is the first to survey
research on the firm’s choice between
public and private debt and on thesubsequent choice between bank and non-
bank private debt. There is significant
diversity in the sources and design of debt
financing used by firms and evidence
suggests that these decisions affect firm
value. We present the major theoretical and
empirical findings of the research on a firm’s
decision to choose between public and
private debt, as well as among the types of
private debt. Our discussion of the extant
research suggests that the choice between
public and private debt is governed by four
basic factors, which are not mutually
exclusive. The first is the degree to which
a firm needs certification; the greater thecertification need the greater the
preference for bank debt. Second, issuing
public debt may result in the leakage of
(valuable) proprietary information and,
thus, firms with greater proprietary
information will prefer bank debt. Third,
when monitoring of managerial actions
(such as investment choices) creates value,
bank debt will be preferred over public
debt. Finally, firms will exhibit a preference
for bank debt when the flexibility to
renegotiate debt contracts is valuable, for
example, when the firm is in financial
distress.THE DIGITAL DIVIDE IN RURAL SOUTH ASIA: SURVEY EVIDENCE FROM BANGLADESH, NEPAL AND SRI LANKA
Yan ZHOU, Nirvikar SINGH and P.D. KAUSHIKThe concept of a ‘global digital divide’ e
unequal access to digital information and
communication technologies e is well
established. The main policy implications
from cross-country studies are relatively
blunt: get richer, have more telephones,
and regulate telecommunications better.
In this paper, we examine an alternative
approach to bridging the digital divide,
through organisational innovations that
provide low cost Internet access in
developing countries, within the existingconditions of income levels,
telecommunications infrastructure and
regulatory environment. We use survey data
from 500 individuals in three South Asian
countries, Bangladesh, Nepal and Sri Lanka,
to examine factors influencing patterns of
computer and Internet use. We estimate
logit and multinomial logit models, using
explanatory variables such as income,
household size, education, and occupation,
as well as infrastructure factors such as
quality of electricity supply, and availabilityof telephones and televisions. Out of all
these factors, we find that education most
consistently plays a key role, in terms of its
acquisition as a reason for computer and
Internet use, and as an enabling variable
(especially in the case of English language
knowledge). Other factors appear to be less
important, or not significant, in driving
computer and Internet use in these
situations.
